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L EXECUTIVE SUMMARY

1. This is the second annual report (“Second Report”) by the Federal Communications
Commission (“Commission”) to the United States Congress on the status of competition in the markets
for domestic and international satellite commumcatlons services as required by Section 703 of the
Communications Satellite Act of 1962, as amended.! The First Report, released in March 2007, was
retrospective and focused on competltlve market conditions in satellite services segments back to 2000
and through calendar year 2006.2 In this Second Report, we focus on calendar year 2007.

2. In this Second Report, we first discuss the structure of the satellite communications
services industry and describe six wholesale markets or groups of markets (three domestic and three
international) and two retail markets (both domestic). Within these markets, we calculate a range of
standard economic indicators commonly used to assess competition and market performance. We also
discuss the Commission’s policies about foreign entry into the U.S. market, as well as U.S. companies’
access to foreign markets.

3. We find in this Second Report, as we did in the First Report, that markets for commercial
communications satellite services are subject to effective competition, notwithstanding certain changes in
the communications satellite industry since release of the First Report. Moreover, consumers of
communications satellite services continue to realize significant benefits in terms of service choice,
innovations fostered by technological change and improvements in both space and ground segment, and
improvements in service quality. Observed metrics are consistent with good market performance,
notwithstanding constraints imposed by industry cost structure and persistent excess capacity.

4. We note that, because satellite-based multichannel video programming distributors
(“MVPDs”) (that is, Direct-Broadcast Satellite (“DBS”) services) and moblle satellite services (“MSS”)
are discussed in other annual competition reports issued by the Commission,” we do not address them
here. In addition, we do not address the Satellite Digital Audio Radio Service (“SDARS?) in this Report.
Rather, we refer the reader to the Commission's recent action on the transfer of control application filed
by one of the SDARS operators.*

! Amendment to Communications Satellite Act, Pub. L. No. 109-34, 119 Stat. 377 (2005), codified at 47 U.S.C. §
703. '

2 Annual Report & Analysis of Competitive Market Conditions with Respect to Domestic & International Satellite
Communications Services, First Report (“First Report”), 22 FCC Red 5943 (2007).

3 Annual Assessment of the Status of Competition in the Market for the Delivery of Video Programming, Twelfth
Annual Report, 21 FCC Red 2503 (2006); Implementation of Section 6002(b) of the Omnibus Budget Reconciliation
Act of 1993: Annual Report and Analysis of Competitive Market Conditions with Respect to Commercial Mobile
Services, Twelfth Report, 23 FCC Red 2241 (2008).

4 See Applications of XM and Satellite Radio Holdings, Inc., Transferor, and Sirius Satellite Radio Inc., Transferee,
For Consent to Transfer Control, Report and Order, MB Docket No. 07-57, FCC 08-178 (released August 5, 2008)

(SDARS Merger Order).
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1L lNTRODUCTION

5. Section 703(b) of the Communications Satellite Act of 1962, as amended (the “Act”),

directs the Commission to report antmally o Congress ¢ abous “competitive market conditions with respect
to domestic and mtematlonal satellite communications seivices,” including:

(1) an identification of the number and market share of competitors in domestic and
international satellite markets; (2) an analysis of whether there is effective competition in
the market for domestic and international satellite services; and (3) a list of any foreign
nations in which legal or regulatory practices restrict access to the market for satellite
services in such nation in a manner that undermines competition or favors a particular
competitor or set of competitors.

A. Sources of Information

6. ‘On November 7, 2007, the International Bureau released a Public Notice (the “Notice”)
asking for comments and mformatlon for th1s Second Report.® The Satellite Industry Association (“SIA”™)
filed comments in response to the Notice.” We used the responsive filing to reach our conclusions herein.
In addition, we relied upon a variety of publicly available sources of industry data. These sources
included: company filings with the Securities and Exchange Commission; data compiled and released by
trade associations and by other government agencies; reports by securities analysts and other research
companies and consultants; company news releases and websites; newspaper and periodical articles; and
various public Commission filings, decisions, Reports, and databases.?

B. ‘Structure and Analytical Approach of Report

7. TIn this Second Report we begin with an overview of the satellite communications
industry and in so doing we review the mdustry s current revenues. Then we define the relevant markets
that comprise the industry and which we use in our later economic analysis of the industry.” As we noted
in the First Report, although section 703(b)(2) directs the Commission to analyze “whether there is
effective competition in the market for domestic and international satellite services,”'° the term “effective
competition” is not defined in section 703 or in the context of satellite services more generally.
Accordingly, to analyze effective competition, we rely on a range of standard indicators commonly used
for the assessment of effective competition.

547U.8.C. § 703(b). The Actis 47 U.S.C. §§ 151 et seq.

¢ IB Invites Comment for Second Annual Report to Congress on Status of Competztzon in Satellite Services Market,
Public Notice, 22 FCC Red 19429 (2007).

7 The Consumer Coalition for‘Competition in Satellite Radio (“C3SR”) filed a written ex parte presentation on
March 28, 2008. Letter from Julian L. Shepard, Counsel for C3SR, to Marlene H. Dortch, Secretary, FCC (filed
March 28, 2008). Since this Report does not discuss SDARS, C3SR’s ex parte comments are beyond the scope of

the Report and we will not address them.

8 See, e.g., Annual Reports and 10-Ks for 2007 filed by SES Americom and Intelsat Comments of the Satellite
Industry Association, filed in this docket IB 07-252; Hughesnet presentation to Cowen &Co. Annual Meeting in
February 2008; Space News, “ViaSat, Loral, Eutelsat Team to deliver Ka-band Broadband Services,” January 14,
2008 and Lichtman Research Group “Research Notes”, 3Q 2007. :

® As previously note, satellite-based MVPD and MSS services are addressed in other Commission reports and
SDARS will not be addressed here.

1047 U.S.C. § 703(b)(2).
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I  MARKET STRUCTURE
A Overview of the Satellite Commbnications Industry

8. For purposes of this Second Report, we consider the satellite communications industry to
consist of those entities that participate directly in the provision of communications services that involve
the use of satellite infrastructure, such as satellite space stations (the “space segment”) and earth stations
(the “ground segment™). These various entities ultimately participate in the three wholesale and two retail
markets that we define below." We do not consider other related industries such as satellite space and
earth station manufacturing and the satellite launch industry. Also, as noted previously, we do not report
on industry segments that are discussed in other Commission Reports, nor do we address SDARS in this
Report. Rather, we refer the reader to the Commission's recent action on the transfer of control
application filed by one of the SDARS operators.'?

9. The primary providers of the space segment of satellite communications are Fixed
Satellite Service (“FSS”) operators. These operators, in general, provide services from satellites located
in geostationary orbits to earth stations in fixed locations. In the United States today, there are two
principal FSS operators: SES Global, through its subsidiaries SES Americom and SES New Skies, and
Intelsat, the successor to the intergovernmental organization INTELSAT. There are also a number of
smaller operators, such as Eutelsat, Satmex, and Telesat. DBS providers EchoStar and DirecTV also
provide or plan to provide FSS.

10. The ground segment of satellite communications consists of any number of companies
that operate earth stations with the capacity to communicate with space stations. These include, among
others, teleport operators, who often operate numerous fixed earth stations capable of communicating
with multiple satellites, and network service integrators, that often obtain blanket authorizations for very

small aperture earth stations to be integrated into larger communications networks. Heavy users of
satellite communications services such as media companies, mlﬁeld companies, and nationwide retailers
sometimes self-supply their own ground segment.

11. Current Industry Revenues. Although worldwide revenue growth in recent years has
been substantial for the communications satellite services covered by this Second Report, it is important
to note that such revenues are small relative to other satellite services, such as satellite television.
Worldwide revenues for satellite television were, in U.S. dollars, $40.2 billion in 2005; $46.9 billion in
2006; and $55.4 billion in 2007. By contrast, worldwide revenues for fixed communications satellite
services, including satellite end-user broadband were $10.1 billion in 2005; $12.1 billion in 2006; and
$14.3 billion in 2007."

12. Of the communications satellite service worldwide revenues, revenues for fixed satellite
:services fluctuated from 2001 through 2004, but have shown substantial growth from 2005 through 2006
" (19.8 percent) and 2006 and 2007 (18.2 percent), reaching total revenues of $14.3 billion in 2007.

B. Market Description and Identlﬂcatlon of Market Participants

13. The First Report described the concepts, drawn from antitrust law, of relevant markets
(both “product” and “geographic™) and “market pamclpants” or competitors in those markets." We use

T As explained further below, each wholesale market can be divided into a domestic and an international market.
12 See SDARS Merger Order. '

13 These figures are taken from “The State of the Satellite Industry Report ” page 9, dated June 2007 and June 2008,
prepared by the Futron Corporation. The June 2007 Report was filed by SIA in response to the Notice requesting
comments for this Second Report. SIA released the June 2008 Report on June 11, 2008. For purposes of revenue
calculation, Futron defines Fixed Serv1ces/0ther as transponder agreements network management services; remote
sensing and end-user broadband.

14 First Report, 22 FCC Red at 5963-66, 1927-35.
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that same analytical framework in this Second Report.'> The markets and groups of markets we describe
in this Second Report are:

Domestic
Wholesale Services
Capacity for Video Contribution
Capacity for Video Distribution
Network Services
Retail Services
Fixed Satellite Broadband Services
' Mobile Video Broadcasting Service (emerging)
International'®
Wholesale Services
Capacity for Video Contribution
Capacity for Video Distribution
Network Services

1. Domestic Wholesale Markets

14. As we did in the First Report we describe three wholesale product market groups for
domestic satellite communications services.!”

15. Capacity for Video Contribution. This grouping of services offers point-to-point capacity
for full-time contribution to, or occasional use by, providers of media services within the United States.
One example would be the transmission of content from a place where an event is happening to the
production office of a media company that edits it for later broadcast. This group of services includes full
time and occasional use service, pre-negotiated and spot markets and other components. Satellite-based
participants in this market group include FSS satellite operators;'® teleport operators; resellers; other
specialized program providers engaged in occasional use for satellite news gathering; EchoStar; large
media entities-such as CBS, which self-supply some capacity; and all foreign-licensed FSS operators
listed on the Commission's Permitted Space Station list. Other participants in this market, on certain
specific routes, are providers of wireline communications transmission services such as Level 3, AT&T,
and Verizon.

16. We observe two facts about this market group, which are also true of other groups we
describe below. First, the ability of each satelhte-based market participant to partlclpate in this market
will depend on the coverage areas of its satellites.”” Second, some participants in this market group use
technologies other than satellites. :

17. Capacity for Video Distribution. Capacity for Video Distribution is the point-to-

15 We emphasize, as we did in the First Report, that the market descriptions used herein are intended to facilitate
discussion of satellite markets and services required by section 703 and may not reflect the appropriate markets to be
considered in other Commission proceedings, such as merger reviews, rulemakings, and other reports to Congress.
First Report, 22 FCC Rcd at 5963, § 24, 5964, 27, 5966, § 33.

18 To simplify analysis, we do not consider each international route separately as we might in other contexts.

7 First Report, 22 FCC Red at 5966-77, 1 36. Domestic “wholesale” markets consist of services that are provided
to business and government users within the United States for their further provision to retail end users or
consumers. “Retail” product markets consist of services that are provided directly to retail consumers (mostly
individuals and households) in the United States. Id.

18 These include Intelsat, Loral, and SES Americom.
1% See First Report, 22 FCC Red at 5966, 9 35, 5969, 1 40.
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multipoint transmission of entertainment and news content between points within the United States. An
example is a broadeast network’s transmission of a program from its production center to its many owned

and affiliated stations and the headends of cable operators 4rd DBS providers. Participants in this market
group include FSS operators; EchoStar; some local and regional teleports; the large media entities and
terrestrial providers mentioned above; and all foreign-licensed satellite operators listed on the
Commission’s Permitted list.

18.  Network Services. Network Services consist of the provision of point-to-point
telecommunications transmission paths to telecommunications operators and corporate users. This group
of services consists of two components. The first component is “backbone” satellite capacity®® used for
point-to-point trunking for voice, data, or Internet traffic; “backhaul” of communications services;* and
redundancy and restoration of communications services when primary technologies fail. Participants in
this component of the network services product market include FSS satellite operators; some teleport
operators; all foreign-licensed satellite operators listed on the Permitted list; resellers of satellite capacity;
terrestrial wireline and wireless carriers where they have network facilities; some self-supplying carriers
and government users; and “network integrators,” which are companies that supply their retail customers
with network services.

19. The second component of the Network Services market group consists of other fixed
communications services between points within the United States, such as specialized voice and data
services that a business uses to communicate within the United States between offices or between a
location and many remote locations. These services may have steady or sporadic traffic patterns and may
or may not be IP-based, symmetrical, and narrowband or broadband. Participants in this Network
Services market group include the FSS satellite operators; all foreign-licensed FSS satellite operators
listed on the Permitted list; several “very small aperture terminal” (VSAT) companies (including Hughes,
iDirect, Gilat, and ViaSat); some teleport operators; the terrestrial participants described above; and some
self-supplying military users and large enterprises (for example, the oilfield services provider
Schiumberger, and Dow Jones).

20. As more fully discussed in the First Report, the geographic component of the Video
Contribution and Distribution product market groups described above is national. This determination
follows, as in the First Report, the definition of a geographic market described in the U.S. Department of
Justice-Federal Trade Commission, Merger Guidelines.** This definition delineates a geographic market
as a region where a hypothetical monopolist that was the only present or future producer of the relevant
produet at locations in that region would profitably impose at least a “small but significant and
nontransitory” increase in price, assuming that the terms of sale for all products produced elsewhere
remained constant.”* In terms of both the video contribution and distribution markets described above,
communications satellites can be configured to provide coverage tliroughout the United States, although
the amount of capacity and power available at any specific orbital location will vary with the antenna

2 We.define “backbone” as referring to use on major routes with large volumes of traffic in regions, such as East
Coast to West Coast. '

21 We define “backhaul” as transmitting from a remote site or network to a central or main site, usually over a high
capacity line and for purposes of efficient network management.

2ys. Department of Justice and Federal Trade Commission, Horizontal Merger Guidelines, 57 Fed. Reg. 41552
(dated Apr. 2, 1992, revised, Apr. 8, 1997) (“Merger Guidelines”). .

2 Merger Guidelines, Section 1.21 at p. 8-9. Application of this definition of a geographic market means that the
geographic boundaries of a market are determined by the availability of alternative sources of supply of the relevant
product that a consumer would switch to in response to a hypothetical price increase. Once all alternative sources of
supply-are monopolized in theory and the consumer has no reasonable substitutes in the region left to avoid the
hypothetical monopoly price increase, the geographic market is determined.
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configuration, frequency band, power, and the existing capacity utilization of any specific satellite.”*
Additionally, large users of video contribution and distribution communications services, such as

roadeast networks owniing local stations, are Heefised By i Commission to operaie oy within the
United States. For these reasons, the relevant geographic market for both video contribution and
distribution is national. The geographic component of the Network Services group discussed above is
regional, where a geographic region may cross national boundaries. For example, VSAT operators may
configure their antenna coverage for private corporate networks to include multiple countries where the
firm does business. Competing VSAT networks and other network services firms attempt to replicate
such coverage that is tailored to a network services customer’s unique geographic requirements. For
these reasons, the relevant geographic market for Network Services is regional.

2. Domestic Retail Markets

21. We describe only one domestic retail market for satellite communications services in this -
Report and we note a second market that may be emerging.

22. Fixed Satellite Broadband Service. Fixed Satellite. Broadband Service consists of point-
to-point high-speed (or “broadband™) fixed satellite Internet access service provided directly to retail
consumers in the United States for a fee. As we noted in the First Report, we define “high-speed” or
“broadband” to describe services that provide the subscriber with transmissions at a speed in excess of
200 kilobits per second (kbps) in at least one direction.”” In the Commission’s 706 Broadband Report,
this service is referred to as “satellite-based Internet access.” The major participants in this market
group are WildBlue, Hughes, and Starband, a subsidiary of Gilat Satellite Networks.”’

23. Mobile Video Broadcasting Service. We note the possible emergence in the next year of
a domestic retail market for hand-held, satellite-based Mobile Video Broadcasting to hand-held terminals
for a fee. ICO and Alcatel plan testing of such a service this year,” although a commercial offering is
farther in the future.

3. International Relevant Markets

24. The international product market groups of interest to this Second Report are those for
communications where one originating or terminating point is in the United States and another is outside
it. As in the First Report,” we describe three such markets, all wholesale. They are Capacity for Video
Contribution, Capacity for Video Distribution, and Network Services. Functionally, they are the same as

HSatellite providers may need to add additional satellite capacity to provide the geographic coverage required to
provide the same transponder services to Alaska and Hawaii as provided to the other 48 States, given the distance
separating Alaska and Hawaii from the contiguous States. '

% First Report, 22 FCC Red at 5971, § 52; See also, FCC Report, High-Speed Services for Internet Access: Status
as of June 30, 2007, n. 1. (rel. March 19, 2008), (2007 High-Speed Internet Access Report).

% Inquiry Concerning the Deployment of Advanced Telecommunications Capability to All Americans in a
Reasonable and Timely Fashion, and Possible Steps to Accelerate Such Deployment Pursuant to Section 706 of the
Telecommunications Act of 1996, Fifih Report, (“706 Reporf”) FCC 08-88, atn, 72.

27 These three companies were also mentioned in the 706 Report for providing satellite-based high-speed Internet
access. In addition, although not mentioned in the Commission’s most recent 706 Report, mobile satellite based
Inmarsat, which operates through resellers, is also a participant in this market.

28 Alcatel-Lucent, ICO and Alcatel-Lucent to demonstrate first Mobile TV broadcast in North America based on the
DVB-SH satellite/terrestrial standard at CES (Dec. 19, 2007), http://www.alcatel-lucent.com/wps/ portal/fut/p/
kexml/04_Sj9SBykssyOXPLMnMzOvMOY_QjzKLd4x3tXDUL8h2VAQAURh _Yw!!? LMSG _CABINET=Docs_
and_Resource_Ctr& LMSG_CONTENT_FILE=News_Releases_2007/News_Article_000757.xml (visited Feb. 14,
2008). :

? First Report, 22 FCC Red at 5973-5, 1 58-63.
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the same-named markets described above. For the reasons stated in the First Report, the geographic

component of each of these market groups is national. * Asi in the First Report, for reasons of economy,
we omit any detailed discussion of these international product market groups. Paragraphs 63-67 below,

however, discuss barriers to entry by U.S. companies into such markets.

C. Market Concentration
1. Recent Mergers and Other Transactions in Commercial Satellite Markets
25. Transactions within the satellite industry include company mergers and acquisitions,

privatizations and public offerings, joint ventures, divestitures and other split-offs, bankruptcy and
reorganizations, and new entry. Mergers and acquisitions eliminate a market participant which may,
other things remaining the same, tend to diminish the intensity of rlvalry among the remaining
competitors if the number of competitors prior to the merger were few.”! Nevertheless, the merger of
competitors may result in the creation of a stronger competltor with greater economies of scale in
production, improved access to capital for investing in research and development, product and service
improvements, and the implementation of competltlve strategies focused on innovation. Such benefits of
the merger may lead to more intense competition in price, quality, and innovation notwithstanding the
loss of an independent but weaker competitor in the relevant product and geographic markets.

26. In 2007, the Commission approved four major transactions involving the U.S. satellite
industry. In doing so, the Commission determined that the transactions would not harm competition in
the relevant U.S. markets. These four transactions include: the Loral Skynet Corporatlon-Canada, Inc.
transaction;*? the Stratos Global transact10n,33 the Telenor Satellite Servxces-Inceptum transaction and

30 First Report, 22 FCC Red at 5973, 9 63.

* 1 the industry prior to the merger of two competitors in the same market included many independent firms, then
the effect on rivalry post-merger would be expected to be nil unless the merging firms tend to hold large market
shares of an otherwise fragmented market. Even then, a merger of firms holding substantial market share may
intensify rivalry post-merger if the merger results in a “maverick” firm that disrupts the traditional dimensions of
competitive rivalry by introducing new productive technology, product innovations, or a new focus on product or
service quality that forces incumbent competitors to compete in this new dimension.

32 BCE Inc. and Loral Skynet Corporation, Transferors/Assignors, and 4363205 Canada, Inc., 4363213 Canada,
Inc., and Skynet Satellite Corporation, Transferees/Assignees, for Consent to Transfer of Control or Assignment of
Licenses and Authorizations Held by Telesat Canada, Able Infosat Communications, Inc., Loral Skynet Corporation,
and Loral Skynet Network Services, Inc., and Petitions for Declaratory Ruling that the Transaction is Consistent
with Section 310(B)(4) of the Communications Act, 22 FCC Red 18049 (2007). The Commission found that the
transaction would be unlikely to pose any competitive harm because neither Loral Skynet nor Telesat had a
significant presence in the United States or to/from the United States to foreign points. The Commission also
reasoned that Intelsat and SES, both larger-providers of satelhte-based communications services, present alternative
sources for end-users.

3 Stratos Global Corporation, Transferor, Robert M. Franklin, T ransferee, Consolidated Application for Consent to
Transfer of Control, Memorandum Opinion and Order and Declaratory Ruling, FCC 07-213, 22 FCC Red 21328,
21330, 99 2-3 (2007). The Commission concluded that approval of the transaction would serve the public interest,
noting that the terms of the trust (the Commission allowed Stratos Global to transfer its licenses and authorizations
of its subsidiaries to a Canadian trust for the benefit of CIP Canada Investments and Inmarsat, through a subsidiary,
was allowed to finance CIP Canada’s acquisition of Stratos’ stock) would ensure that Stratos did not favor Inmarsat

or otherwise interfere with competition.

34 Telenor ASA, Transferor, and Inceptum 1 AS, Transferee, Seek FCC Consent to Transfer Control of Licenses and
Authorizations und a-Declaratory Ruling on Foreign Ownership, DA 07-2163, Public Notice, 22 FCC Red 9325
(2007). Although the transaction would ultimately result in the merger of two satellite services providers, Telenor
and France Telecom Mobile Satellite Communications (FTMSC), the Commission found no evidence that the
proposed transaction would harm competition, particularly given FTMSC’s limited presence in the United States.
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the Intelsat-Serafina transaction 3

2 Measures of Market Concentration

27.  Inthis Section, we analyze data indicatitig imarket structure and ownership in wholesale
and retail markets that include satellite services, to examine the extent of market concentration in the
markets for satellnte services.}

28. Concentration in Wholesale Markets. Using the market descriptions from Section III.B.
above, we differentiate the relevant product markets between wholesale and retail markets. We then
apply the appropriate measures of market concentration to determine the extent of concentration in those
product markets.

29. We consider market share in analyzing the competitive relationship between firms in an
aggregated market for domestic wholesale satellite services. This aggregated market combines the
relevant markets, described above, for Video Contribution, Video Distribution, and Network Services.
Market shares in this aggregated combined market may be measured in several different ways using
different cnterla including, for example, revenues, v